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SUBPART A
SBA LENDER AND CERTIFIED DEVELOPMENT COMPANY
PARTICIPATION REQUIREMENTS

PURPOSE OF THIS SUBPART

This subpart contains the requirements for lenders and Certified Development Companies (CDCs) to participate
in SBA lending programs. This subpart also explains the different levels of delegated status SBA grants to
lenders and CDCs, as well as how lenders and CDCs maintain their participating status with SBA. Finally, this
subpart gives a brief overview of how SBA oversees its participating lenders and CDCs.

When the policy set forth in this Subpart does not adequately address the unique circumstances regarding a
particular matter, an exception to policy may be approved by the Director of the Office of Financial Assistance
(D/FA). For Export Working Capital Program (EWCP) and International Trade (ITL) loans, an exception to
policy may be approved by the Director, International Trade Finance (D/ITF). For Export Express loans, an
exception to policy may be approved by the D/ITF with the concurrence of the Director, Office of Credit Risk
Management (D/OCRM). The D/FA or D/ITF may not approve an exception to policy if such exception would
be inconsistent with a statute or regulation. A request for an exception to policy must be submitted to the Loan
Guaranty Processing Center (LGPC) for 7(a) applications, including EWCP, ITL and Export Express loan
applications, and to the Sacramento Loan Processing Center (SLPC) for 504 applications. The processing center
will analyze the request and make a recommendation to the D/FA or D/ITF, as applicable or an individual
acting in that capacity, who will make the final decision (with the concurrence of the D/OCRM for Export
Express loans). The decision must be documented in the appropriate Agency loan file. This procedure may
only be used in situations where a minor deviation from standard policy is necessary for the specific situation.
Exceptions to policy will be considered on a case-by-case basis and the decision will only apply to the specific
request.

Effective Date: January 1, 2014 6
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CHAPTER 1: 7(A) LENDERS

l. THE 7(A) LOAN PROGRAM
A. The 7(a) Loan Program is authorized by section 7(a) of the Small Business Act and is governed by

B.

the regulations outlined in Part 120 of Title 13 of the Code of Federal Regulations (CFR).

This multi-purpose business loan program is administered as a deferred participation program where
SBA guarantees a portion of the loan made by a Lender. The Lender initiates the loan to a small
business and, if the SBA agrees to guaranty the loan, the Lender funds and services the loan. In the
event of default, the lender conducts the work-out or the liquidation efforts and the Lender and SBA
share in the loss, if any, in accordance with the percentage guaranteed by the SBA.

Definitions applicable to this subpart can be found in 13 CFR 88103.1, 105.201, 120.10, 120.420
and 120.802.

11. BECOMING A 7(A) LENDER
A. The following lenders may apply to participate with SBA as a 7(a) lender:

1. Federally Regulated Lenders, including those lenders regulated by Federal Financial Institution
Regulators (e.g., the Federal Deposit Insurance Corporation, the Federal Reserve Board, the Office
of the Comptroller of the Currency, the Office of Thrift Supervision, the National Credit Union
Administration, and the Farm Credit Administration); and

2. SBA Supervised Lenders:

a) Non-Federally Regulated Lenders (NFRLs), including State regulated lenders without federal
deposit or share insurance protection; and

b) Small Business Lending Companies (SBLCs)

B. The following lenders may not apply to participate with SBA as a 7(a) lender:

1. SBA-licensed Small Business Investment Companies (SBICs);

2. Certified Development Companies (see 13 CFR 8§8120.852, except with respect to the
Community Advantage Pilot Program); and

3. Bank holding companies

C. Process to Become a 7(a) Participating Lender

1. Federally Regulated Lenders

a) An institution that has federal deposit or share insurance protection and is a State or National
bank, a State or Federally-chartered thrift institution or a State or Federally-chartered credit union
contacts, in writing, the SBA field office serving the geographic area where the lender’s principal
office is located to request to be a participating lender. With the exception of State-chartered credit
unions, these institutions automatically comply with the Agency’s examination and supervision
requirements.

b) When a State-chartered credit union applies to become a participating lender:

i.  If the credit union has federal deposit or share insurance protection, it must send its
application to the SBA field office servicing the geographic area where its principal office is
located.

ii.  If the credit union does not have federal deposit or share insurance protection, it must send
to the SBA field office the items required in paragraph 2.b) below for Non-Federally Regulated
Lenders.

Effective Date: January 1, 2014 7
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iii.  The SBA field office must contact the Office of Credit Risk Management (OCRM) and ask
for a written determination by OCRM regarding the State’s level of regulatory supervision and
examination.

iv.  The District Counsel must review the application for legal sufficiency. As part of that
review, District Counsel must determine that the credit union has the authority to apply for
participation with SBA and, specifically, that the person who submitted the application has the
authority to act on behalf of the credit union. Applications submitted on behalf of a credit
union by a Credit Union Service Organization (CUSO) or Lender Service Provider (LSP) are
unacceptable.

c) A lender must be in good standing with its state regulator and Federal Financial Institution
Regulator (FFIR) as determined by SBA. For purposes of participation in the 7(a) program, SBA
considers a lender to be in good standing with its state/FFIR if it has satisfactory financial condition
and satisfactory small business credit administration and servicing policies, procedures and
practices. Accordingly, the lender’s written request to participate must include a written statement
that to the best of its knowledge, the lender has satisfactory: i) financial condition (e.g., capital and
liquidity); ii) small business credit administration policies, procedures, and practices that it
continues to adhere to in its operations; and iii) small business servicing policies, procedures, and
practices that it continues to adhere to in its operations. When reviewing good standing, SBA will
look to see that a lender does not have significant deficiencies or weaknesses in these areas.
“Significant” may be evidenced by the number or seriousness of the deficiencies, as determined by
SBA in its discretion. SBA will verify any good standing statement where possible with public
(e.g., Cease and Desist Orders and Call Reports) and/or non-public information from the lender’s
primary and/or other regulators.

d) The SBA field office must determine whether the lender meets the requirements of 13 CFR
88120.410 to be a 7(a) participant. If the field office determines that the lender meets these
requirements, it may enter into a Loan Guaranty Agreement with the lender. Both parties will
execute a Loan Guaranty Agreement (Deferred Participation), SBA Form 750, and/or a Loan
Guaranty Agreement (Deferred Participation) for Short-Term Loans, SBA Form 750B. Once the
SBA Form 750 is executed, the SBA field office will add the lender to the SBA Partner Information
Management System (PIMS) which identifies the lender as an SBA participating lender.
2. Non-Federally Regulated Lenders
a) Non-Federally Regulated Lenders (NFRLs), including State regulated lenders without federal
deposit or share insurance protection (such as Business and Industrial Development Companies
(BIDCOs)) must file an application (in duplicate) containing the information and documents
specified below with the SBA field office serving the geographic area where the lender’s principal
office is located. NFRLs are authorized by the Administrator to make loans pursuant to section 7(a)
of the Small Business Act. NFRLs are subject to additional regulations specific to SBA Supervised
Lenders (see 13 C.F.R. 88 120.460-120.465) as well as all other 7(a) regulations specific to loan
processing, servicing, and liquidation. NFRLs must have internal controls that meet the
requirements set forth for SBLCs in Chapter 2, Paragraph 1.F.3 of this Subpart.
b) The lender’s application must include:
i.  Lender’s name, address, telephone number and email address;
ii. A copy of lender’s Articles of Incorporation and by-laws certified by an appropriate
officer;
iii.  Amount of the lender’s capital and additional paid-in capital,

iv.  The lender’s proposed geographical area of operations;
Effective Date: January 1, 2014 8
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v.  Alist of officers, directors, associates and holders of 10 percent or more of any class of the
lender’s capital stock. “Associates” are defined in 13 CFR 88120.10.

vi. A copy of the most recent audited financial statements on any entity, other than natural
persons, holding 10 percent or more of any class of the lender’s stock.

vii.  An organizational chart showing the relationship of the lender to any Associates.

viii. A copy of “Statement of Personal History,” SBA Form 1081, signed and dated within 90
days of submission to SBA, for each person listed under above item (5).

iX.  Acopy of the lender’s policies and procedures governing business loan origination,
servicing, and liquidation.

X. A certification that the lender will not be engaged primarily in financing the operations of
an Affiliate, as defined in 13 CFR §8121.103.

Xi. A copy of the State or Federal statute or regulations governing the lender’s operations,
including those pertaining to audit, examination and supervision of the lender. Each lender
bears the burden of demonstrating that it is subject to continuing supervision by a State or
Federal regulatory authority satisfactory to SBA.

xii. A copy of the latest report covering the examination of the lender, if such report can be
released to SBA. If the report cannot be released or the lender is newly formed and has not
been examined by its primary regulator include a statement to that effect.

xiii. A copy of the most recent audited financial statements of the lender.
xiv. A copy of the license, if any, issued to the lender by a regulatory authority.

xv. A certified copy of a Resolution of the Board of Directors designating the person(s)
authorized to submit the application on behalf of the lender.

xvi. A copy of a satisfactory opinion of independent counsel that the lender complies with
applicable Federal, State, and local laws in the formation and organization of the company, and
with appropriate Federal and/or State security laws; and is chartered to conduct its business in
the proposed operating area. (“Independent Counsel” is counsel that is not an “Associate” of
the lender under 13 CFR 88120.10.)

c) Once submitted to the SBA Field Office, SBA must perform the following steps in evaluating
the lender’s application:

i.  Review and comment on the sufficiency of all of the requested items in the application.

ii.  Comment on the qualifications of the lender, including SBA’s participation requirements in
13 CFR 88120.410; and

iii.  Make a recommendation to approve or decline the lender’s application.

d) The SBA Field Office must keep a copy of the application and submit the original of the
application along with its recommendation to the Director, Office of Financial Assistance (D/FA).

e) The D/FA or designee, in consultation with the Director, Office of Credit Risk Management
(D/OCRM), makes the final determination on the application and notifies the SBA Field Office. If
the application is approved, the SBA Field Office executes an SBA Form 750 and/or SBA Form
750B, with the lender and sends a copy of the executed agreement to the D/FA. The D/FA or
designee will create the electronic record of the lender.

f) Change of Ownership or Control: SBA’s prior written consent is required for any change of
ownership or control of ten percent [10%] or more of any class of an NFRL’s stock or ownership
interests. SBA’s prior written consent is also required for any proposed transaction or event that
results in Control by any entity or person(s) not previously approved by SBA. Control as defined in

Effective Date: January 1, 2014 9
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this paragraph means the possession, direct or indirect, or the power to direct or cause the direction
of the management or policies of an NFRL, whether through the ownership of voting securities, by
contract, or otherwise.

g) A new application in accordance with subparagraph 2.b) above must be submitted for SBA’s
prior written consent with respect to any change of ownership or control transaction set forth in
subparagraph 2.f) above. The lender will also have to reapply for any delegated authorities.

3. Small Business Lending Companies (“SBLCs”). 13 C.F.R. §8 120.460 — 120.490)

A Small Business Lending Company (SBLC) is a non-depository lending institution that is SBA
licensed and is authorized by SBA to only make loans pursuant to section 7(a) of the Small
Business Act and loans to Intermediaries in SBA’s Microloan program. See Chapter 2 of this
Subpart for more information on SBLCs and becoming an SBA licensed SBLC.

D. Loan Guaranty Agreement — SBA Form 750 and SBA Form 750B

1. The Loan Guaranty Agreement provides a basic framework for the responsibilities and duties
of the lender and SBA when making, closing, and administering any individual SBA-guaranteed
loan. (13 CFR 88120.400) This agreement is subject to SBA’s rules and regulations as amended
from time to time.

2. SBA Form 750 governs loans with a maturity greater than 12 months. A lender must execute
this agreement prior to submitting any applications for guaranty to SBA. SBA Form 750B governs
loans with a maturity of 12 months or less. If the lender intends to approve loans with a maturity of
12 months or less, it must also execute SBA Form 750B.

E. Responsibilities of 7(a) lenders
1. In making SBA-guaranteed loans, 7(a) lenders:

a) Submit applications for guaranty with all required forms, documentation and credit analyses, to
the designated SBA processing center for review.

b) Execute the Authorization, which is prepared by SBA.

c) Close the loan in accordance with the Authorization, all policy and regulations.

d) Maintain complete loan files.

e) Service the loan in accordance with SOP 50 57 and regulations.

f) Liquidate the loan in accordance with SOP 50 57 and regulations.

g) Comply with SBA Loan Program Requirements for the 7(a) program (13 CFR 88120.10.), as
such requirements are revised from time to time. SBA Loan Program Requirements in effect at the
time that a Lender takes an action in connection with a particular loan govern that specific action.
For example, although loan closing requirements in effect when a lender closes a loan will govern
closing actions, a lender’s liquidation actions on the same loan are subject to the liquidation
requirements in effect at the time that a liquidation action is taken. (13 CFR 88120.180) SBA Loan
Program Requirements, center contacts and other information can be found at
http://www.sba.gov/for-lenders.

h) Individuals and entities suspended, debarred, revoked, or otherwise excluded under the SBA or
Government-wide debarment regulations are not permitted to conduct business with SBA, including

participating in an SBA-guaranteed loan. Lenders are responsible for consulting the System for
Awards Management’s (SAM) Excluded Parties List System (EPLS) or any successor system to
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determine if an employee or an Agent has been debarred, suspended or otherwise excluded by SBA
or other federal agency. (http://www.sam.gov.)

i) Additionally, lenders are responsible for reviewing SBA’s webpage list of Agents that have
been subject to an enforcement action or have been otherwise excluded from the privilege of
conducting business with SBA and must refrain from doing business with any Agent appearing on
the list during the time that an Agent is suspended or revoked from SBA programs. See
http://www.sba.gov/about-sba-services/18351.

2. To participate in the Export Working Capital Program (EWCP):

a) An existing SBA lender may contact the local United States Export Assistance Center (USEAC)
or the local SBA field office to request authority to participate in the EWCP. (A complete listing of
USEAC locations and personnel may be found at www.sba.gov/oit.) The USEAC or field office
staff will provide the lender with the Supplemental Guarantee Agreement Export Working Capital
Program (SBA Form 750EX), which the lender must execute and return to the USEAC.

b) Non-SBA lenders must be approved by SBA to participate in the 7(a) loan guaranty program
before they can participate in EWCP. Such lenders also may contact the local USEAC or local
SBA field office to request authority to participate in SBA lending. If the lender meets the criteria
set forth in paragraph Il above, the USEAC or field office staff will provide the lender with SBA
Form 750 and/or SBA Form 750B, as appropriate, and SBA Form 750EX, which the lender must
execute and return to the USEAC.

c) The Regional Manager of SBA’s Export Solutions Group located at each USEAC will consult,

advise and train lenders and small business exporters on the procedures and benefits of SBA’s
EWCP.

d) To request authority to participate in the Preferred Lender Program (PLP) for EWCP, see
paragraph IV.B.5 of this Chapter.

3. Preferences

a) A lender may not take any action in connection with an SBA-guaranteed loan that establishes a
preference in favor of the lender. (13 CFR §8120.411) A lender must be particularly careful to
avoid establishing a preference when using its delegated authority (for example, reducing its
existing exposure to the borrower through the use of an SBA guaranteed loan).

b) A lender must not:
i.  Take any side collateral or guaranty that would secure only its own interest in a loan;

ii.  Obtain a separate guaranty on the unguaranteed portion of the 7(a) loan without SBA’s
approval, such as through a co-guaranty program or arrangement;

iii.  Require a borrower to purchase certificates of deposit;

iv.  Maintain a compensating balance not under the control of the borrower;

v.  Take aside loan which would have the effect of ensuring a risk-free or limited-risk
investment on the participant’s share; or
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vi.  Have an SBA-guaranteed loan in a “piggyback” structure.

(a) Piggyback financing occurs when one or more lenders provide more than one loan to a
single borrower at or about the same time, financing the same or similar purpose, and
where the SBA-guaranteed loan is secured with a junior lien position or no lien position
on the collateral securing the non-guaranteed loan(s).

(b) SBA does not consider a scenario where both loans are for working capital and the non-
SBA guaranteed loan is secured only by working capital assets to be a piggyback
structure.

(c) SBA does not consider a shared lien position with the lender (pari passu) as a
piggyback structure.

c) Under the following circumstances, a lender may make a side loan to purchase stock of the
participant (as may be required by certain lenders such as Farm Credit Administration entities):
i.  The enabling authority of the lender requires the purchase as a condition for making the
loan.

ii.  The lender makes a separate side loan not guaranteed by SBA for the borrower to buy the
stock or debentures. The side loan must be subordinated to the SBA loan, but the lender
may hold a first lien on any stock collateralizing the side loan.

iii.  The interest to be charged on the side loan must not exceed the maximum rate of interest
acceptable for SBA-guaranteed loans, and the maturity of the side loan must not be less
than that of the SBA-guaranteed loan.

iv.  Inthe event of default, either on the side loan or the SBA-guaranteed loan, the lender may
not take any action to collect or liquidate the side loan, except canceling or retiring the
stock securing the side loan, until the SBA loan has been fully liquidated.

4. Ethical Requirements Placed on a Lender
SBA lenders must act ethically and exhibit good character. (13 CFR 88120.140) Conduct of a
lender’s Associates and staff will be attributed directly to the lender. Lenders are required to notify

SBA immediately upon becoming aware of any unethical behavior by its staff or its Associates.
Examples of unethical behavior are found at 13 CFR §8120.140.

a) Conflicts of Interest
i.  Alender or its Associates may not have a real or apparent conflict of interest with a small
business or SBA. (13 CFR 88120.140 and 13 CFR 8Part 105)

Factors that may indicate a conflict of interest .Lender must exercise care and
judgment in determining whether a conflict of interest exists and document the file
in detail. SBA will not guarantee a loan if the lender, its Associates, partner or a
close relative:

(a) Has a direct or indirect financial or other interest in the Small Business Applicant; or
(b) Had such interest within 6 months prior to the date of application.

SBA reserves the right to deny liability on its guaranty in the event that the
borrower defaults, if the lender, its Associates, partner or a close relative acquires
such an interest at any time during the term of the loan.

b) The Standards of Conduct Counselor for the Agency is the Designated Agency Ethics Official.
(13 CFR §8105.402(a))
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c) Standards of Conduct (“Conflict of Interest””) Approvals

i.  Ifa Small Business Applicant has, as an employee, owner, partner, attorney, agent, owner
of stock, officer, director, creditor or debtor, an individual who, within 1 year prior to the loan
application, was an SBA Employee (as defined by 13 CFR 88105.201(a)), the loan application
must be approved by the Standards of Conduct Counselor. (13 CFR 88105.203(a))

ii.  Ifa Small Business Applicant has, as its sole proprietor, partner, officer, director, or
stockholder with a 10% or more interest, an individual who is an SBA Employee (as defined
by 13 CFR 88105.201(a)) or a Household Member of an SBA Employee, the loan application
must be approved by the Standards of Conduct Committee at SBA Headquarters. (13 CFR
88105.204) A “Household Member” of an SBA Employee includes:

(@) The spouse of the Employee;
(b) The minor children of the Employee; and

(c) The blood relatives of the Employee, and the blood relatives of the Employee’s spouse,
who reside in the same place of abode as the Employee. (13 CFR 88105.201(d))

ii.  If a Small Business Applicant has, as its sole proprietor, general partner, officer, director,
or stockholder with a 10% or more interest, or a household member of such individual, an
individual who is a Member of Congress, an appointed official of the legislative or judicial
branch of the Federal Government, a member or employee of a Small Business Advisory
Council, or a SCORE volunteer, the loan application must be approved by the Standards of
Conduct Committee. (13 CFR 88105.301(c) and 105.302(a))

d) When a Standards of Conduct approval is required, the application should be processed by the
appropriate processing center and, if appropriate, be conditionally approved and forwarded to the
Standards of Conduct Counselor or Standards of Conduct Committee (through the Standards of
Conduct Counselor). The Standards of Conduct Counselor will notify the processing center of the
final Agency decision and the processing center will notify the lender accordingly.

e) Other Government Employees

A Small Business Applicant must submit a statement of no objection from the pertinent
department or military service if its sole proprietor, partner, officer, director, or
stockholder wi